Academic debate in South America favours a MERCOSUR monetary union based on the euro and the Economic and Monetary Union (EMU), and inspired by the theory of Optimal Currency Area (OCA). This paper aims to discuss whether the adoption of a single currency in the EMU mould of monetary union, is appropriate and feasible for the MERCOSUR. Three lessons are derived for MERCOSUR from the euro and the EMU experience: the adoption of the EMU model of monetary union would imply deflationary policies; there is the dilemma of sequencing between political union and economic integration; and the necessity of accounting seriously the concerns of the OCA literature. The paper also shows that there is no evidence that macroeconomic convergence is evident in MERCOSUR, since the area only minimally achieved some basic criteria defined by the OCA literature.
INTRODUCTION
In 1991, the Asunción Treaty, signed by Argentina, Brazil, Paraguay and Uruguay, created
The Common Market of the South (thereafter MERCOSUR). At that time, MERCOSUR was created to be only a Customs Union that came into effect on 1 January, 1995. The MERCOSUR experience has been characterised by economic turbulences: in January 1999, the Brazilian currency, real, was devaluated and, as a result, it brought some spillover effects in the MERCOSUR area; recently, more specifically, at the end of 2001 and beginning of 2002, the economic, political and institutional crises in Argentina, characterized by the collapse of the Convertibility Plan 1 -that is to say, the devaluation of Argentine currency -, the default of Argentine foreign debt and tensions among governments and socio-economic actors 2 , have caused further macroeconomic instability to the MERCOSUR countries. This raises the question of whether a monetary union in this area is the way forward. In 1998 the annual regional summit of MERCOSUR actually indicated the possibility of creating a single currency. In December 2000, macroeconomic convergence criteria that included inflation rates, fiscal deficits, public sector debt and balance of payments, were suggested as a way forward 3 . Academic debate in South
America favours a MERCOSUR monetary union based on the European Economic and
Monetary Union (EMU), and inspired by the theory of Optimal Currency Area (OCA) - Edwards, 1998 , Rigolon and Giambiagi, 1999 , Giambiagi, 1999 , is a representative sample.
The EMU was founded in January 1999 along with the European Central Bank (ECB), and the launch of the single currency (euro). The euro was established for financial transactions with the exchange rates between those national currencies, which will be absorbed by the euro eventually, fixed (to 6 significant figures). The euro will replace the component 1 As is well-known, the Convertibility Plan, implemented in April 1991, established by law a one-to-one parity between the Argentine currency, the peso , and the U.S.dollar. It also required that the currency in circulation would be equal to the available gold and currency reserves. As a result, the Central Bank of Argentina became a "currency board". For an analysis of the Convertibility Plan, see Fanelli et al (1996) .
national currencies for all transactions in the first two months of 2002 (the precise dates and arrangements varying between countries). The value of the euro has declined through most of the period of its existence from an initial value vis-à-vis the dollar of $1.18, to parity with the dollar in December 1999, an all-time low in November 2000 of $0.82, and to around $0.87 at the time of revising this paper, February 2002. We have explored the explanations for that decline elsewhere (Arestis et al, 2001a (Arestis et al, , 2001b .
The EMU constitutes a change in the economic, social and political spheres of Europe.
Inevitably, it has been the subject of intense debate. The single currency has served to concentrate many diverse aspects of the debate around one question: is the euro in the interests of Europe? And for the purposes of this paper: is the euro experiment a good example for MERCOSUR to adopt? We argue that the economic impact of the euro, and its accompanying monetary institutions, is likely to be deflationary and destabilising. We do not, however, argue that the project of a single European currency is inherently flawed, but rather that the institutional and policy arrangements within which it is embedded are flawed. On the contrary, we have proposed elsewhere (Arestis, McCauley and Sawyer, 2001 ) a Keynesian alternative to the economic policies and institutions that currently surround the euro. In this way, we argue that the broad question is not whether to be 'for' or 'against' the euro per se, but to get the 'right' institutional framework and policy for the achievement of high employment levels throughout the Union. Lessons based on the euro and the EMU approach, will be derived for MERCOSUR in this paper.
We proceed in the section that follows to examine the institutional structure of the euro experiment before we turn our attention to its theoretical underpinnings. The two sections that follow discuss the problematic nature of both the institutional arrangements and the theoretical framework, respectively, upon which they are based. We then concentrate on the lessons for MERCOSUR that may be drawn from the EMU experience. The realities of the MERCOSUR proposed arrangements is the focus of the penultimate section. A final section summarises the argument and concludes.
I. INSTITUTIONAL UNDERPINNINGS
The euro was adopted in January 1999 with the member currencies locked together from that point, and with the intention that the euro is used as the sole currency in the participating countries from early 2002. Criteria were set down under the Maastricht Treaty that were intended to be met by those seeking to join the euro (see Arestis, Brown and Sawyer, 2001) . The convergence criteria were in nominal terms with no mention of real convergence or even of business cycle convergence. They included a budget deficit and a government debt criteria designed to establish 'fiscal responsibility' in the eyes of the financial markets and had no underlying rationale. The independence of the ECB, and that of national central banks, was also part of the list of these criteria. In terms of countries meeting the criteria, it must be said that with the exception of the inflation rate and the interest rate, they were not met as comfortably as it might have appeared initially. In fact a great deal of 'fudging' took place, and that may have added to the subsequent weakness of the euro. In the event, eleven countries out of the 15 member countries of the EU were deemed to have met both these criteria and joined the EMU (Greece was not included initially, but in January 2001 was deemed to have met the criteria and as such is now a member of the EMU).
The institutional arrangements accompanying the euro involve the creation of an 'independent' (of political control) European System of Central Banks (ESCB) with its operating arm, the ECB and the national central banks, which is given the sole policy objective of price stability, defined as a year-on-year increase in the Harmonised Index of Consumer Prices (HICP) for the euro area of below 2 per cent over the medium term. The dominant feature of the ECB's institutional structure is the complete separation between the monetary authorities (in the form of the Central Bank) and the fiscal authorities (in the shape of the national governments comprising the EMU), where the latter are constrained to keep their budget deficit below 3 per cent according to the Stability and Growth Pact , noting that this implies a budget position in balance or slight surplus over the course of the business cycle. It follows that there can be little co-ordination of monetary and fiscal policy. The eurosystem is perhaps unique in having a 'high level' monetary authority (the ECB) and in effect no 'high level' fiscal authority with fiscal policy residing at the national The Stability and Growth Pact, which accompanied the introduction of a single currency, governs the economic policies of the member countries which have joined the single currency and strongly constrain the policies of those who aspire to join. It is an important dimension of the institutional framework of the EMU, and as such we need to discuss it at some length.
Stability and Growth Pact
The Stability and Growth Pact, alongside the Maastricht Treaty, creates four rules for economic policy. The four rules are that the ECB was granted independence from political influence; the introduction of the 'no-bail out of national government deficits' rule; the prohibition of monetary financing of government deficits; and that member states must avoid 'excessive' deficits (defined as more than 3 per cent of GDP).
A government which aims to avoid an 'excessive' budget deficit of more than 3 per cent of GDP would have to ensure that the 3 per cent limit is not breached during economic slowdown; and hence that the average deficit during the course of the business cycle would have to be much lower than 3 per cent. A country's budgetary data become available for the 2002, public expenditure should be reduced (below planned levels) to maintain the public expenditure to GDP ratio. It, thus, follows that macroeconomic policy at the EMU level has been designed to operate in a restrictive manner. ECB pursues extremely cautionary rules, presumably in its attempt to gain 'credibility' in the financial markets at the cost of any other objectives. A serious implication at this juncture is that with the US slowdown, which threatens to produce a world recession, EMU policy could potentially help to avoid it. The ECB policy stance at the moment does not appear to be geared to this objective.
II. THEORETICAL UNDERPINNINGS
The theoretical underpinnings of the EMU institutional structure appears to be based on what we have elsewhere termed new monetarism (Arestis and Sawyer, 1998b) . The essential features of new monetarism are:
(i) Politicians in particular, and the democratic process in general, cannot be trusted with economic policy formulation with a tendency to make decisions which have stimulating short-term effects (reducing unemployment) but which are detrimental in the longer term (notably a rise in inflation). In contrast, experts in the form of central bankers are not subject to political pressures and can thus take a longer-term perspective. The logic underpinning this reasoning mirrors that found in the rules versus discretion debate. Policy makers' scope for using discretion should be curtailed and the possibility of negative spillovers from irresponsible fiscal policy must be reduced within the eurosystem.
Consequently, fiscal policy is permanently constrained by the Stability and Growth Pact
and monetary policy is removed from national and political authorities and placed with the ECB.
(ii) Inflation is a monetary phenomenon and can be controlled through monetary policy.
Although money supply is difficult to control directly, it is nonetheless useful as a reference magnitude. The ECB can set the key interest rate to influence monetary conditions, which in turn influence the future rate of inflation.
(iii) A 'two-pillar' monetary strategy is actually pursued. This may be briefly summarised:
the 'first pillar' is a commitment to analyse monetary developments for the information they contain about future price developments. This is the quantitative reference value for monetary growth (4.5% of M3) referred to in the text. The 'second pillar' is a broadly based Pact is a requirement that the national budget deficit does not exceed 3 per cent of GDP, and failure to meet that requirement could lead to a series of fines depending on the degree to which the deficit exceeds 3 per cent (as further discussed below). Non-euro members are also required to exercise similar fiscal control through convergence programmes, though they are not subject to excessive deficit penalties.
The economic policy implications that lie behind this type of analysis is one in which macroeconomic demand conditions, including monetary and fiscal policies, cannot affect the (equilibrium) level of unemployment of labour, and in more general terms the level of economic activity. The level of unemployment and of economic activity is viewed as solely a supply-side phenomenon. An important problematic aspect of this policy framework is the symmetry or otherwise of shocks. Given the one-instrument only nature of monetary policy within the eurosystem, the extent of asymmetrical shocks becomes paramount. If shocks are indeed asymmetrical the one-policy framework cannot tackle effectively even the one -target objective of price stability. From the perspective of the business cycle, it could be argued that Ireland with output above trend to the extent of over 2.5 per cent of GDP, and Italy with output below trend to the extent of 2.5 per cent of GDP, require quite different macroeconomic policies. The optimists would tend to believe that the introduction of the euro and the continuing effects of the single market, would lead to further integration between the national economies. This integration could then be reflected in some convergence between national business cycles and a reduction in the extent of asymmetric shocks (that is shocks that impact on some economies but not on others). If there were full integration between the national economies, then a unified economic policy would be appropriate though we would argue that a single policy instrument such as interest rates is not sufficient to achieve multiple objectives.
III. POLITICAL UNION AND/OR ECONOMIC CONVERGENCE?
One might have expected that the formation of the EMU, encompassing twelve politically independent countries each with their own currencies prior to the Union, would be much influenced by economic convergence and political union considerations. It is the purpose of this section to demonstrate that neither of these considerations had been influential in creating and shaping the EMU and the euro. The second category includes unions of small countries that have survived without political union. These unions have survived because of economic convergence with varying degrees of success. The third category is where the survival of the union depends crucially on the political system. As soon as the political bond disappears, so does the monetary union. The fourth category is an obvious one: once economic links collapse, the union disappears. The fifth category contains temporary monetary unions. They survive for some time without political union but eventually collapse when they are subjected to severe shocks (in the example of Table 1 , the suspension of the gold standard at the beginning of World War I that led to volatility in real exchange rates, and the inflationary pressures following the cessation of hostilities, were the main causes). A sixth category represents currency pegs and other systems. This is an example that demonstrates the importance of flexibility. This is particularly pertinent when currency systems attempt to bind together economies whose cycles and structures are significantly different.
Political Union
There are two important lessons that can be derived from this short excursion into the history of monetary unions. The first is that political union appears to be an extremely important prerequisite for a monetary union to survive. Monetary unions last for some time but eventually they must become a political union to survive. The second is that economic convergence when political union is not present, is paramount both for the survival of a monetary union of small independent states.
A belief that a market economy will function effectively without government intervention and redistribution would obviate any need for economic policies within the eurozone. The eurozone begins with considerable economic disparities. The views that either they will be eliminated through a process of market competition or that such disparities are politically sustainable would lead to the view that there is little requirement for an effective political union. By effective political union here we would involve significant EU level taxation, social security and public expenditure programmes. We leave open the question as to whether that would entail a formal political union within a federal state. We would argue that the effective operation of a market economy involves government intervention of that 
Economic Convergence
The second conclusion reached from our discussion of Table 1 is that of economic convergence. Although this conclusion concerns small states the argument can easily be generalised. It might be expected that any monetary union encompassing a number of politically independent countries, each with their own currencies prior to the union, would be much influenced by Optimal Currency Area (OCA) considerations. We suggest, though, that OCA considerations had virtually no impact on the decision to introduce a single European currency nor on the conditions governing which countries were to be members. It ought to be noted, though, that the single currency was preceded by the Single European Act that created a single market which involved more than just free trade in that it sought to bring in common standards for goods and services, reduction of 'invisible' trade barriers, and mobility (as least legally) of labour and capital. There were also, of course, the Maastricht criteria as explored above, but they related to convergence in nominal variables at a particular point in time, and made no reference to convergence in real variables (whether in terms of levels such as GDP per head or rates of change and position within the business cycle). Nor was there any reference to what could be termed structural convergence in terms of institutional and organisational arrangement.
The relevant literature suggests three conditions for an 'Optimal Currency Area' (Mundell, 1961; see, also, McKinnon, 1963, and Kenen, 1969) (and there was a slight widening of the differences in 1999). Fiscal transfers are hardly in evidence and there is no possibility of the EU budget operating as a stabiliser. There is currently no mechanism for the operation of an EU level fiscal policy that could have stabilising effects (as an automatic stabiliser) over time nor which has any significant redistributive element across economic regions.
The optimists would tend to believe that the continuing effects of the single European market and the introduction of the euro will lead to further integration between the national economies. This integration could then be reflected in some convergence between national business cycles and (perhaps) some reduction in the extent of asymmetric shocks that impact on some countries but not on others. There could, in the fullness of time, be increased mobility of labour. But there seems little prospects of EU wide measures such as a common social security policy which would enhance the mobility of labour. In any case, we have demonstrated elsewhere (Arestis et al, 2001b ) that since the introduction of the euro in January 1999, there is no evidence that economic convergence has taken place or is in sight of materialising.
This brief discussion indicates to us that OCA considerations appear to have played little role in the formation of the eurozone. Further, if the OCA literature is correct, then the eurozone would appear not to be an optimal currency area. Some of the departures of the eurozone from an OCA arise from policy decisions (notably the absence of a EU fiscal policy) whereas others (notably lack of labour mobility) are more deeply embedded and some attempts have been made to address them (e.g. development of transferability of qualifications between countries). But to say that the eurozone is not optimal is not the same as saying that the eurozone is not better than the continuation of national currencies.
However, we would argue that it is still the case that the criteria proposed by the OCA literature still have some relevance in judging whether the introduction of the euro is an improvement. The point remains that the OCA literature has been ignored.
IV. LESSONS FOR MERCOSUR
In this paper we have touched upon the most important problematic issues arising from the creation of the EMU. The implications of these issues for moves towards some form of monetary union amongst the MERCOSUR countries may now be summarised.
Our discussion of the OCA literature enables us to conclude that decisions on the EMU have not accounted for the concerns of the OCA literature. In the formation of the eurozone there seems little possibility of significant labour mobility or fiscal policy being used in this way. We see this as a considerable weakness in the formation of EMU, and would argue that any eventual MERCOSUR monetary union should pay attention to these issues. A related lesson relates to the question of whether a sustainable monetary union requires a considerable degree of political integration, and eventually a political union. We have attempted to supply an answer based merely on the history of monetary unions. Our answer on this basis is positive. We would also suggest that in the absence of a political union, a minimum of a pan-union fiscal policy and a social security system operating at the level of In the section that follows, we discuss the degree of severity of the 'lessons' just identified for MERCOSUR. We take the view that the 'lessons' in terms of a union-level monetary policy and that of a political union are serious considerations that would have to be resolved before any move towards a monetary union MERCOSUR. This is actually reminiscent of the debates over financial liberalisation in terms of the concerns expressed over the sequencing of institutional and policy changes. It could be argued that a similar concern should arise with monetary union, namely whether monetary union should precede economic and political integration or come after considerable integration. Unlike the current advocates of the formation of the European single currency who hold a different view, we are of the opinion that monetary union should come after other economic and social integration has materialised. This is probably the most important question arising from the European experience that we see as of particular relevance for monetary union and dollarisation in the case of MERCOSUR. As for the realities relating to the OCA possibility, we may refer to the experience of the MERCOSUR countries since 1991 and examine the extent to which convergence has been taking place. This is precisely the aim of the section that follows.
V. THE REALITIES OF MERCOSUR
We may begin with the evidence on trade integration process among the countries of MERCOSUR. Although the intra-regional trade among the MERCOSUR countries increased more than three times between 1991 and 2000, these countries still export, on average, less than 2.0 per cent of GDP 4 . Even though the trade in the region increased in the nineties, its importance compared to GDP is still very low. The trade intra-MERCOSUR is more important, however, for Uruguay and Argentina than Brazil and Paraguay (see Table   2 ). So, the degree of openness of the MERCOSUR countries is still low as well as the size of the economies involved to trade since their relative share in the world economy is only Turning to capital mobility, the recent financial liberalization in the MERCOSUR area has intensified concentration in the financial markets instead of promoting competition in the national banking systems. The available evidence shows that financial liberalization, in the 1990s, has stimulated the concentration process in the financial and banking system (especially in Brazil; see, for example, Paula, 1998 , Paula et al, 1999 , and Meirelles, 1999 .
Furthermore, the institutional arrangements throughout MERCOSUR concerning the mobility of capital is quite asymmetric. Uruguay has adopted a sort of crawling peg system since the beginning of the nineties, using a band so that the currency can float with explicit linkage to price stabilisation objectives. Paraguay has recently adopted a flexible exchange rate system, and saw her exchange rate being devalued at the same time. Argentina adopted a classical currency board system since the beginning of the 1990s, pegging the peso to the dollar on a one-to-one basis, with clear stabilisation objectives. Recently, as we have already noted, the Argentine currency was devaluated and the Central Bank began to operate a floating exchange rate regime. Brazil has operated a floating exchange rate regime since the beginning of 1999, following a period of operating a crawling peg system.
There is also the important consideration that since capital flows depend on the degree of financial development, and in view of the low degree of financial deepening in the MERCOSUR countries, capital inflows are expected to be low (see Ferrari-Filho, 2002 ).
Labour mobility is relatively small within the MERCOSUR area. In particular, the mobility of labour between the two bigger countries, Brazil and Argentina, has been historically very low, and this is currently still very much in evidence. In practice, it is not difficult to demonstrate why labor mobility is relatively small, and two reasons suggest themselves:
MERCOSUR countries to the rest of the world, respectively. The figures just cited are own calculations from CEPAL/ECLAC ( www.cepal.org).
there are different technical and professional qualifications amongst the workers of the MERCOSUR countries, and labor markets in the area are regulated. Tables 2 and 3 show that for the period 1991 to 2000 it is difficult to argue in favour of convergence. We comment on Table 2 and leave for later the discussion relating to Table 3 . Table 2 MERCOSUR economies also exhibit a high degree of volatility in terms of these variables, indicating that they are subject to substantial shocks. This seems to suggest that there are asymmetric cyclical conditions in the economies of the region, and the magnitude of the comovement of their business cycles is small, a suggestion that is supported by Valdovinos (2000) for a longer period.
The figures cited in
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High foreign debt to GDP ratios are reported for all countries, but these are nearly twice as high in the case of Argentina and Brazil. Intra-MERCOSUR exports as a percentage of total exports have been decreasing since 1997. Nominal interest rates present an interesting picture. They tend to fall over the period, but they are extremely high in Brazil over the period 1991-1994, with a substantial drop in 1995 following the sharp decrease in inflation with the introduction of a price stabilisation programme (known as the Real Plan). By 1998, though, and following the Russian crisis, interest rates rise in Argentina, Brazil and Paraguay (only to fall again in 1999 in Brazil and Paraguay), but continue to fall in
Uruguay. An interesting pattern emerges. Argentina is a low interest rate country, while
Brazil and Paraguay are relatively high interest rate countries. Uruguay is in an in-between situation. On the whole, Table 2 suggests that convergence amongst the MERCOSUR countries does not appear to be in sight.
Macroeconomic convergence targets were approved in the year 2000 by the Presidents of the MERCOSUR countries. Giambiagi (1999) We may begin our commentary with the first point, the creation of a free trade area.
MERCOSUR is far away of creating a free trade area due to trade conflicts, basically, between Argentina and Brazil. Giambiagi (1999) In terms of the criteria for defining and measuring the principal macroeconomic variables and the maintenance of a more stable exchange rate, despite some attempts at harmonizing the main macroeconomic variables, at least now, no more progress can be reported. As for a stable exchange rate region, this may be difficult to achieve in view of the fact that Brazil Argentina witnessed an overshooting exchange rate process. The dollar-peso was on a onefor-one basis at the beginning of 2002; one month and half later, it had jumped to 2.0 pesos per dollar. Thus, the new exchange rate and monetary regime in Argentina will bring some macroeconomic instability to MERCOSUR, at least in the near future. In other words, the different monetary and exchange rate regimes in these countries can be very disruptive.
Fanelli (2000) puts it aptly when he argues that "it is almost impossible to imagine that countries adopt macroeconomic co-ordination ignoring completely the existing type of exchange rate regime" (p. 3; original in Spanish).
The experience of the fixed rate regime which tied the Argentine peso on a one-for-one basis with the dollar provides a warning of the consequences of a monetary union between countries with different economic circumstances and policies and without the structure for the coordination of economic policies. The peso-dollar link was entered on a unilateral basis for Argentina and, unlike the full monetary union of EMU under the euro, it was reversible (as the Argentine crisis of January 2002 shows). But that peso-dollar experience serves to illustrate the difficulties which arise from lack of similar inflationary conditions and the deflationary effects which can result from a poorly designed (quasi) monetary union. Our analysis in section IV, Lessons for Mercusor, is pertinent in this context.
We may concentrate on Table 3 to assess the rest of the conditions referred to above.
Concerning the inflation rate target, despite the substantial reduction in the inflation rates in Argentina, Brazil, Paraguay and Uruguay, especially since 1998, these countries still have inflation rates above the 3.0 per cent threshold, with the exception of Argentina which has had an inflation rate under 3.0 per cent since 1995. However, the ceiling of 3 per cent of inflation for each country may be too ambitious if one considers the high past inflation rates in the countries of the region. Argentina is the only country that had in the second half of the nineties an inflation rate below 3 per cent, but this was only possible with the adoption of an extremely rigid currency board regime. But then Argentina is the country with the highest rate of unemployment in the MERCOSUR area (see Table 2 ).
The Argentina, Brazil and Uruguay, and this tendency has been followed, mainly in the case of Argentina and Brazil, by an increase in the foreign debt/GDP ratio (see Table 2 ). This raises an intriguing question in that given these high foreign debt to GDP ratios, the 3.0 per cent and 40.0 per cent fiscal criteria, even though they may not be so restrictive, cannot be feasible. When external pressures oblige central banks to raise sharply their interest rates, government debt would inevitably increase in view of the short-term maturity of securities in the MERCOSUR area.
We may summarise by suggesting that the attempt to create a MERCOSUR regional monetary union is open to a number of objections: first, the MERCOSUR's factor markets are not sufficiently unified to make it an optimum currency area; second, the volume of intra-regional trade among the MERCOSUR countries is still low; and the macroeconomic variables in the proposed union show that there is a long way to go before convergence is achieved. We thus concur with Eichengreen (2000) that MERCOSUR countries do not appear to satisfy the preconditions for a monetary union.
VI. SUMMARY AND CONCLUSIONS
We have argued in this paper, that the use of the EMU model of monetary union implies adopting a deflationary policy. Since the countries of MERCOSUR have more social problems than the countries of the EU, the cost of adopting a MERCOSUR monetary union on the Euro pattern would probably be greater than in the case of the EU. It would be necessary to have much more flexible mechanisms of compensation in terms of fiscal transfers in order to tackle the socio-economic problems of the MERCOSUR countries.
This would be difficult even in the medium to long run if one considers the magnitude of the fiscal problems in the MERCOSUR countries. Consequently, the first lesson that can be extracted from the EMU experience is to avoid using this model as the benchmark for a possible MERCOSUR monetary union.
Our analysis also shows that there is no evidence that macroeconomic convergence is evident in MERCOSUR. The area has only minimally achieved some basic criteria defined by the OCA literature, and as Eichengreen (2000) argues, "the list of preconditions for a single currency to operate smoothly is rather formidable, and it is not clear that the members of MERCOSUR union are prepared to satisfy them" (p. 19). Besides, the macroeconomic problems the MERCOSUR countries are faced with are so big that even in the long-run it is difficult to believe that some minimum convergence can be reached. A monetary union requires achieving some convergence in terms of preferences between inflation and unemployment, among other macroeconomic variables. Although the process of democracy is consolidating in the Southern countries of Latin America, they are still too far from a most balanced political system, mainly in the two bigger countries, Brazil and Argentina. Consequently, it will be difficult for the MERCOSUR countries to reach a consensus in terms of both an economic and a political agenda.
It is still too early to evaluate the effects of exchange rate devaluation in Argentina, in terms of inflation, GDP growth and balance of payments accounts, etc., since this change is very recent. Indeed, a context of macroeconomic instability is not appropriate to set up new macroeconomic convergence targets. However, it is likely that, in the future, the adoption of a floating exchange regime by Argentina may favour MERCOSUR countries to adopt more effective mechanisms of macroeconomic co-ordination.
A final comment relates to the fact that since MERCOSUR has not even reached the stage of a common market yet, it is premature to think of the countries composing it as being ready to form a monetary union. It is indeed the case that "supplementing regional integration with an initiative to stabilize the exchange rate or move toward a single currency becomes more urgent when integration moves beyond the establishment of a free trade area or a custom union to the creation of a deeply integrated market" (Einchengreen, 
